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changes in the fair value of thc derivative and of the hrdged item atiributahle to the hedged risk are 
recognizd in earnings. If the derivative is designated as n cash flow hedge, the effectibe portions of 
d~nngcs i n  the fair value of the drrivative are recorded in other comprehensive earnings and are 
recognized in the statement of operations when the hedged item affects earnings. Ineffective portions 
111 clranycs in thc fail value of cash flow hedges are recognized in earnings. If the derivative is not 
designated its ii herlge. changes in the fair value of the dcrivalive are recognized in earnings. During 
2lX)6, the Company cntercd into several interest rate swap agrcernrnls to mitigate the cash flow risk 
associated with interes: payments related to certain of its variable rate deht. These interest rate swap 
xrangcments have been designated as cash flow hedges. The Company assesses the effectiveness of its 
intcrnt rat(: Lwaps using the hypotheticai derivative method. Hedge ineffectiveness had no impact on 
earnings for the year ended Dccember 31, 2006. None of the Company’s other derivatives have k e n  
drsignatrd as hcdgrc 

The fair value of the Company’s equity colla13 and other similar derivative instrumenls is eslimated 
using third party estimates or the Black-Scholes model. The Black-Scholes model incorporates a 
number of variables in determining such fair values, including expected volatility of the underlying 
security and an appropriate discount rate. The Company obtains volatility rates from independent 
sources based on the expected volatility of the underlying security over the term of the derivative 
instrummt. The volatility assumption is evaluated annilally to dclermnie if it should be adjusted, o r  
more often if  there are indications that it should be adjusted. A discount rate is obtained at the 
inception o f  the derivative instrument and updated each r rpr t ing  pcriod based on the Company’s 
estimate of the discount rate at which it could currently settle the derivative instrument. Considerable 
managemeut judgruen( is required in cstimating the Black-Scholes variables. Actual rrsults upon 
settlement or unwinding of dcrivative instruments may diffcr materially from thcse estimates. 

I’roprQ and Equipment 

Pruprrty arid equipment, including significant improvements, is stated at cost. Depreciation is 
computed using the straight-line method using estimated useful lives of 3 to 20 yearn for support 
equipmunt and LO to 40 years fur huildings and improvrmcnts. 

Inrangibk ,lssers 

‘Thc Company accounts for its intangible assets pursuant to Statement of Financial Accounting 
Standards Nu. 142, “Goodwill and Orhrr InronRible Asse1.r” (“Statement 142”). Statement 142 requires 
that goodwill and other intangible asets with indefinite usfful lives (collectively, ”indefmite lived 
intangible assets”) not be amortized, but instead be teated lor impairment at least annually. Equity 
method goodwill is also not amortized, bul continues to be considcred for impairment under 
Accounting Principlcs Board Opinion No. 18. Statement 142 also requires that intangible assets with 
estirnahle iiscful lives he amortized aver their respective estimated useful lives to their estimated 
residual values. and rcviewed for impairment iii accordance with Statement of Financial Accounting 
Standards No. 144, “Acco~mt ing  f o r  the lmpaimenf or Ilr~pposui of I.ong-Lived Assets” (“Statement 144”) 

Statement 142 requircs the Company to perform an annual aessment  of whether there is an 
indication that goodwill is impaired. To accomplish this, the Company identifies its reporting units and 
determines the carrying value of each reporting unit by assigning the assets aed liab 
existing goodwill and intangible assets, to those reporting units. Statement 142 requires the Company to 
considei cquity rnrthud affiliates as separate reporting units. As a result, a portion of the Company’s 
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enterprise-level goodwill balance is allocated to various reporting units which include a single equity 
method investment as its only asset. This allocation is performed for goodwill impairment testing 
purposes only and does not change the reponed carrying value of the investment. However, io the 
extent that all or a portion of an equity method investment which is part of a reporting unit containing 
allocated goodwill is disposed of in the future, the allocated portion of goodwill will be relieved and 
included in thc calculation of the gain or loss on disposal. 

trading prices and other means. The Company then compares the fair value of each reporting unit to 
the reporting unit’s carrying amount. To the extent a reporting unit‘s carrying amount exceeds it? fair 
value, the Compaiiy compares the implied fair value of the reporting unit’s goodwill, determined by 
allocating the reporting unit’s fair value to all of its assets (recognized and unrecognized) and liabilities 
in a manner similar to a purchasc psicc allocation, to its carrying amount, and records an impairment 
charge to the extent the carrying amount cxceeds the implied fair value. 

The Company determines the fair valuc of itx rcporting units using independent appraisals, public 

Goodwill 

Changes in the cawing amount of goodwill are as hllriws: 

Balance at January I, 2005 . . . . . . . . . . . . . . . . . . . . . . . . .  
Foreign currency translation adjustments . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Balance :it December 31, 20115 . . . . . . . . . . . . . . . . . . . . . . . . .  
Acquisitions(1) . . . . . . . . . . .  
Disposition( 2) . . . . . . . .  . . . . . . . . . . . . . .  . . . . . .  
Impairment(3) . . . . . . . . . . . . .  
Foreign currency translation adjustments . . . . . . . . . . . . . . . .  
Other(4). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

balance at December 31,2006 . . . . . . . . . . . . . . . . . . . . . . . . .  

( I )  During thc year ended Dccembes 31, ZNK, Lihcrty and its subsidiaries completed several 
acquisitions, including the acquisition of controlling interests i n  Provide, FUN, BuyScasonr and 
IDT Entertainment, Inc.. for aggregate cash consideration of $816 million, net of cash acquired, 
the issuaiicc of Liberty wmmm stock and the assumption of debt. In wnnection with these 
acquisitions, Liberty reuwdrd goodwill of $881 million which represents the difference between the 
consideration paid and the estimated fair value of the assets acquired. Such goodwill is subject to 
adjuitment pending completion of the Company’s purchase price allocation process, including 
finalization of third-party valuations. 

( 2 )  During the second quartcr of 2006, thc Company sold its 50% interest in Courtroom Television 
Network, LL.C (“Court IV”). In connection with such sale, the Company relieved $124 million of 
enterprisc-level goodwill that had been allocated lo  Ihe Court TV investment. 

of FUNS stock has declined significantly due to thc performance of certain of FUNS subsidiaries 
(3) Liberty acquired its interest in FUN in March 2006. Subsequent to its acquisition, the market valuc 
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and uncertain@ surrounding government legislation of Internet gambling which Liberty believes the 
market prrceives as potentially impacting FUN'S skill gaming business. In connection with its 
annual evaluation of the recoverability of FUN'S g~mdwill, Liherty received a third-party valuation, 
which indicated that the carrying value of FUNS goodwill exceeded its market value. Accordingly, 
Liherty recognized a $1 II million impairment charge related to goodwill. 

(4) Other activity lor QVC represents Liberty's acquisition of shares of QVC conimon stock held by 
employees and officers of QVC. Amounts recorded as goodwill represent the difference between 
the price paid for such niinoriiy interest and the carrying amount of the minority interest less 
amounts a l l ~ ~ t t c d  to other intangible assets. 

bmngihle Aserr Subjccr 10 Amonizafum 

lntangihle assets suhjecl to amtntiwtion are comprised of the following: 

Ueeembcr 31,2006 Uecembrr 31,2005 

(amounts In millions) 
Distribution riyhls . . . .  . . . . . .  $2,699 (981) 1,718 2,628 (7KM) 1,840 
Customer relationships . . . . . . . . . . . . . . . . . . .  2,545 (581) 1,964 2,356 (393) 1,963 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6Y9 (471) ~z 3 (371) 2 2  
'Ibtal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $5.943 (2,033) 3,910 5,527 (1,552) 3,975 

.- .~ 

__ _. ~- ~- 
~~ __ - __ ~- - 

Amortizaticm of intangihlz assets with finite useful livcs was $463 million, $453 million and 
$456 million for the years ended December 31, 2006, 2005 and 2004, respectively. Based on its 
amortizable intangjhle assets as of December 31, 2006, Liberty expects that amonization expense will 
hc as follows for the next five yaars (amounts in millions): 

2007 . . . . . .  . . . . . . . . . .  $462 
2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  %430 
2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $389 
2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $363 
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $352 

Impairment of Long-lived Assefs 

Statement 144 requires that the Company periodically review the carlying amounts of its property 
and equipment and its intangible assets (other than goodwill) to determine whether current events or 
circumstanccs indicate that such carrying amounts may not be recoverahle. If the carrying amount of 
the asset is gicatrr than the cxpcctcd undiscounted cash flows to he generated by such asset, an 
impairment adjustment is to he recugniml. Such adjustment is measured hy the amount that the 
wrqing value of such assets exceeds their fair value. The Company generally measures fair value by 
considering sale prices for similar assets or by discounting cstimated future cash flows using an 
appropriate discount rate. Considerable management judgment is necessary to estimate the fair value of 
asets. Accordingly, actual results could vary significantly from such estimates. Asset< to be disposed of 
are carried at the lower of their financial statement canying amount or fair value less wsts to sell. 

F-48 



LIHKH’IY MEDIA COHPOKATION AND SUBSIUWKIES 

NOTE? TO CONSOLIUATTEI) FINANCIAL STATEMENTS (Conlinued) 
Dercmhcr 31, 2006, 2005 and 2004 

Uinorifj Interests 

Recognition of minority interests‘ share iif losses of suhsidiaries is generally limited to the  amount 
nf such minority interests’ allocable portion of the common equity of those subsidiaries. Further. the 
minority interests’ ?hare of  losses is not recogniied if  the minority holders of comrno~i equity of 
subsidiarizs h w c  the right t o  caiisc tht  (:ornpdny to repurchase such holders’ common equity. 

Foreign Currency Tronslcllion 

The functional currency of the (:impany is the Unitcd States (“U.S.”) dollar. The functional 
currency o f  the Cumpay’s forcigii operations generally is thc applicable lmal currency for each loreign 
subsidiary.. Assets and liabilitics of foreign suhsidiaries are translated at the spot rate in effect at the 
applicahle repcirting date, and thc consolidated statements of operations are translated at the average 
cxchange ratch in rflect during the applicable period. The resulting unrealized cumulative translation 
adjustment. net of applicable income taxes, i s  recorded as a component of accumulated other 
comprehensive eamings in stockholders’ equity. 

exchange rates at the time such trmsactions arise. Subsequent changes in exchange rates result iri 
transaction gains and  losscs which arc rcnected in the accompanying consolidated statements of 
operations and comprehensive earnings as unrealized (based on the applicahle periud-end exchange 
rate) o r  rralizcd I I ~ I I  settlement of tlic trilmiictions. 

Transactioiis denominated in currencies other than the functional currency arc recorded based on 

Revenue Recoxnition 

Revenue is rcaignized i ~ s  follows: - Revenue from retail sales is recognized at the time oi shipment to customers. An allowance for 
returned merchandise is provided as a percentage of sales based on historical experience. The 
total reduction in sales due to Ireturns f o r  the years ended Deccmhcr 31, 2006, 2005 and 2004 
aggregatcd $1.554 million, $1,375 million and $1,165 million, respectively. 

Programming revenue is recognizcd in the period during which programming is provided 
pursuant to affiliation agrecments. 

* Reuenuc from sales and licensing iir sofwarc and relalcd sewice and maintenance is rccoenized 
pursuant to Statement of Position No. 97-2, “Softwore Rrvenu~ Recogn;inirion.” For multiple 
clemenl coi~tracts with vendor specific objective evidencc, thc Company recognaes revenue for 
cach specific elemeni when the earnings process is complete. If vendor specific objective 
cvidrncr docs not exist; reveniie IS defcrred and recognized on a straight-line hasis over the 
remaining term of the nvaintcnance pcriod after all other elements have been delivered. 

Revcnuc relating t o  proprietaq films is rccognired in accordance with Statemcnt of Position 
(SOP) (Xi-02. Accounting hy Prodrrccrs or Distributors of Film. Rcvcnue from thc thcatrical 
release of featurc films is recognized at the time of exhibition based on the Company’s 
participatian in hox office receipts. Revenue from television licensing is recognized when the 
film or program is complete in accmdance with the terms of the arrangement, the license period 
has hegun and is available for t r leca~t  or  exploitation. 
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rbsr <f .soles 

(hst of sales primarily includes actual product cost, provision for obsolete inventory, buying 
allowaiiccs received Irom supplicrs. shipping and handling costs and warehouse coss. 

AdverliTinR Cnds 

Atlvcrtising c o w  gcnerally are expensed as incurred. Advertising expcnse aggregated $1 12 million, 
$45 niillion and $47 million lor the years ended December 31. ?Wh, 2005 and 2004, respectively. 
(’1)-operative marketing costs are rccognized as advertising expensc to the extent an identifmhle benefit 
is reccived and fair value of the hcnefit can hc reasonably measured. Otherwise. such costs are 
reciirdul as a reditction uf revenue. 

Sfock-Rused Cumpensarion 

IGl.SB .Stalerrierrt I23R 

As more fully described in note 13, the Company has granted to its employees and employees of 
its suhridiarics options, stock appreciation rights (“SARs”) and options with tandem SARs to purchase 
sliarcs o l  Liberty common stock (collectively, “Awards”). In addition, OVC had granted combination 
stock options/SARs (“QVC Awards”) to certain of its employees. In December 2004, thc Financial 
.\ccounting Standards Board (”FASD”) issued Statement of Financial Accounting Standards No. 123 
(revised 2004). “Slrurr-Boxml fnymmr” (“Statement 123R) .  Statement IZ1R, which is a revision of 
Stateiiicnt (if Finailcidl Accuunting Standards No. 121, “Accounting for Stock-Based Compnsulion” 
(“Statement 123”) and supcrsedcs Accounting Principles Board Opinion No. 25, “Accountingfor Stock 
1.ssired 10 Employees” (“‘APR Opinion No. 25“), establishes standards for the accounting for transactions 
in which an entity exchanges its equity instruments for goods or services, primarily fucusing on 
transactions in which an entity obtains employee services. Statement 123R generally requires companies 
lo mciisure the cost of cmployec services received in exchange lor an award of equity instruments (such 
as stock options and rcstrictcd stock) hased on the grant-date lair  value of the award, and to recognize 
that cost o ~ e r  thc pcriod during which the employee is required tu provide service (usually the vesting 
pcriorl i ) f  thc award). Stalement 123K also requires companies to measure the cost of employee 
xtv iccs  irccived i i i  cxcliangc for an award of liability instruments (such as stock appreciation rights 
that will bt. settled in cash) hdsed u n  the current lair value of the award, and to remeasure the fair 
viilue <,f the award at each reporting date. 

‘[hi: provisions ill  Statement 123R allow companics 10 adopt the standard using the modified 
prospcctivr method o r  to restate all pcriods for which Statement 123 was effective. Liberty has adapted 
Statement 123R using the modilied pmspective method. 

adoption, the Company rccorded an $89 million transition adjustment, which is net of related income 
laxes of $31 million. Under Statement 123R, tlie QVC Awards were required to he bifurcated into a 
liability award and an equity award. Previously, under M B  Opinion No. 25, no liability was recorded. 
‘The transition adjustment primarily represents the fair value of the liability portion of the QVC Awards 
at Januiiry 1, 2006. The transition adjustment is reflected in the accompanying consolidated statement 
of opcrations as the cumulative effect of accounting change. Also, in connection with the adoption of 
Stntcment 123R, the Company has eliminated its unearned compensation balance as of Jdnuary 1, 2004 

‘The Company adopted Statement 123R effective Janualy 1, 2006. In connection with such 

F-50 



LIBERTY MEDIA CORPORATION AND SUBSIDIARIES 
NOTES TO CONSOLIDATEU FINANCIAL STATEMENTS (Continued) 

December 31, 2006, 2005 and 2004 

of $96 million dgainst additional paid-in capital. Compensation expense related to restricted shares 
granted to certain officers and employees of the Company continues lo be recorded as such stock vests. 

statemenls OS operations are thc following amounts of stock-based compensation (amounts in millions): 
Inclrided in scllinp, general and adminisIralive expenses in the accompanying consolidated 

Ycars ended: 
December 31. 2OOh. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $67 
December 31,2005. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $52 
Ucccmher 31, 2004. . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . .  . $98 

As of Veccmber 31. Zooh, thc total unrccognizcd compensation cost related to unvcsted Liherry 
equity awards was approximately $59 million. Such amount will he recognized in the Company's 
coasnlidated sratements of operations ovcr a weighted average period ol approximately 2 years~ 

Pro Finmu Disclosure 

Prior to adoption of Statement 123K. the Company accounted for compensation expense related to 
its Awards pursuant to the recognition and measurement provisions of APB Opinion No. 25. All of the 
Company's Awards were accounted for as variahle plan awards, and compensation was recogni7.ed 
based upon tlic percentage of the options that were vested and the inlrinsic value of the options at the 
balance shcet dale. The Company accwnted for QVC Awards using fixed-plan accounting. The 
following table illustrates the effect on earnings from continuing operations and earnings per share for 
the ycars ended December 31, 21WS and 2004 as if the Company had applied the fair value recognition 
provisions of Statement 123 to its options. Compensation expense for SARs and options with tandem 
SARs waq thr sanir under APB Opinion No. 25 and Statement 123. Accordingly, no pro forma 
adjustment for such Awards is included in the following table. 

Years oodid 
Dccrlokr 31, 
2w5 zw4 
Ianiounls in 

millions, 
OXcPpl per 

share 
Bmo""1sJ 

~ .___ 
-. ~ 

karnings (loss) from continuing operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ (43) 105 
Add stock compensation as determined undcr the intrinsic value method, net ot taxes . 
Deduct stock compensation as dctermined under thc fair value method, net 01 taxes . . 

Pro forma earnings (loss) from continuing operations . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Basic and diluted earnings (los5) from continuing operations per share: 

2 2 
(42) (4r) 

66 

As reported . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1.02) .04 
Proforma . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

~~~~~~ 

$ (83) - =  

lmpacl of .Spin Ofi Trarsactions 

In connection with the spin off of Liberty subsidiaries Liberty Media International ("LMI") and 
Discoveq Holding Company ("DHC") in 2004 and 2005, respectively, certain employces of Liberty 
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r e~c i~c t i  I.MI arid D11(: options. I.ilierty iecords compensation cxpcnse related to these awards based 
nn  the grant date fair valire over the remaining vesting period. 

hrome Tme.7 

‘lhc Company accounts for income taxes using the asset 3nd liability method. Deferred tax assets 
and liahilities arc recognixd fur  the future tax consequences attributable to  differences hehveen the 
financial statement carrying value amounts and income tax bases of assets and liabilities and the 
c~pcctcd hcaefits of utilizing net operating loss and tax credit carryfowards. The deferred tax assets 
and liahililk are calculated using enacted tax rates in cffcct for each taxing jurisdiction in which~the 
company operates for  thc ycar in which those temporary differences are expected to be recovered or 
settled. Net deferred tax asefs are then reduced by a valuation allowance if the Company believes it 
more-likely-than-not such net deferred tax assets will not be realized. The effect on deferred tax assets 
and liahililies ol an enacted change in tax rates is reu>gnii.cd in inuime in the period that includes the 
ciiactnrciit date. 

Earnings (Loss) Per Common Share 

Basic carnings (loss) per common share (“EPS”) is computed by dividing net earnings (loss) by the 
wcightcd average number of common shares outstanding for the period. Diluted E t 5  presents the 
dilutive effect on a per share basis ol potential common shares as if they had been converted at the 
beginning of the periods presented 

I.iherry Series A arid Snies R Commori Siock 

The basic EPS calculation is based on 2,803 million weighted average outstanding shares of Liberty 
common stock for the period from January 1, 2006 to May 10, 2006, and 2,795 million and 
2.8% niillion weighted average sharcs outstanding for tlic years ended December 31, 2005 and 2004, 
rcspectwely. The diluted EPS calculation for the period from January 1, 2006 to May 10, 2006 and for 
the year ended December 31, 2094 includes 5 million and 14 million dilutive securities, respectively. 
Ilowwcr, chic to thc relative insignificance of these dilutive securities, their inclusion does not impact 
the EPS amount as reported in the accompanying consolidated slatcments nf oprations. 

In May IO.  2006 was it loss of $0.07. 
Thc cumulative effect of accounting change per common share for the period from January 1, 2006 

Easnings (loss) from discontinued operations pcr conimon ,hare is as follows: 

January I ,  21x16 tu May 10, 2WM . . . . . . . . . . . . . . . . . . . . . . .  $ -  
$ - 
$(.02) 

Year ended December 31, 2005 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Year ended December 31, 2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Lihew Capiiul Common Stock 

Liherty Capital EPS for the pcriod from tile Restructuring t u  December 31, 21106 was mmputed by 
dividing the net earnings attributable to the Capital Group hy the weighted average outstanding shares 
of Liberty Capital common stock for the period (3411 million). Due to the relative insignificance of the 
dilutive securities for such period, their inclusion does not impact the EPS amount. Excluded from 
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diluted EI’S f o r  thc period from the Rcstructuring lo December 31, 2006 are approximately 3 million 
potential common shares because their inclusion would be anti-dilutive. 

Ikccmhcr 31, 2006 is $1.62. 
Eamn,gr from ilirrantiniicd operations pc i~  cnmmnn share tor thc period from thc Kestructuring to  

M w i v  Inrrmcrive ~bmnia , ,  Srork 

Lihcrty Interactive EPS for the period from the Restructuring to December 31.2006 was computed 
by dividing thc net earnings nttribulable to the  Interactive Group by the weighted average outstanding 
shares of Liberty Interxtive common stock for the p i o d  (670 million). Due lo the relative 
insignificance o f  the dilutive securities for such period, iheir inclusion does not impact the EPS amount. 
Excluded from diluted EPS for the period from the Restructuring lo December 31, 2W6 are 
approximately 13 inillion potential common shares because their inclusion would be anti-dilutive. 

Reclassificurions 

Ccrtairi priiir period amounts have been rcclassified for comparability with the 2006 presentation. 

h:i&ev 

‘The preparatim of financial statements m conformity with US. generally accepted accounting 
principles (“GAAP”) requires management to make estimates and assumptions that affect the reported 
aniounls uf asscts and liabilities at the dale of the financial Statements and the reported amoiints of 
revenue and expenses during the reporting period. Actual results could differ from those estimates. 
I.it)erty considers (i) the estimdtc of the fair value of its long-lived asscts (including goodwill) and any 
resulting impairment charges, (ii) its accounting for income taxes, (iii) the fair value of its derivative 
instruinenlc, (I”) its assessment of nontcmporaly declines in value of its investments and (v) its 
cstimalcs of retail related adjustments and allowances to be its most significant estimates. 

thr decision milking p r ~ e s s  or business management practices of these affiliates. Accordingly, Liberty 
rclicb on mariagcmeiit of these affiliates to  provide it with accurate financial information prepared in 
accordance with GAAP that Liberty uses in ihe application of thc equity method. In addition, Liberty 
~ c l i v s  on audit reports that are pruvidcd by thc affiliates’ independent auditors on the financial 
statementr of such affiliates. The Company is not aware, however, of any errors in or plssiblc 
niisstaieinenls o f  the financial information provided by its equity affiliates that would have a material 
tcffrct nn Liberty’s consolidated financial datmicnts. 

Liberiy holds investments that are accounted for using the equity method. Liberty does not control 

Rmenz Accounriq I + o n o ~ e m e n t s  

In Fchruoi! ?(Xlh, the PAS13 issued Statement ot Financial Accounting Standards No. 155, 
‘:ln.vun:ing for Certain Hyhrid Financial Insliummts, an amendmen: of FASB Storemenrs No. 1.33 and 
140” (“Stetemciit 155”). Statement 155, among other things, amends Statement 133 and permits fair 
value remeasurement of hybrid financial instriiments that contain an embedded dcrivativc that 
otherwise would require bifurcation. Statement 155 is effective after the beginning of an entity’s first 
fiscal year that begins after Srptcmber 15, 2006. The Company intends to adopt the provisions of 
Statement 155 effective Janualy 1, 2007 and account lor its senior exchangeable debentures at fair 
wluc rathcr than bifurcating such debentures into a debt instrument and a derivative instrument as 
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rcquired by Statement 131. If the C:ompany had adopted Statement 155 as of December 31, 2006, it 
would have recorded an increase to long-term debt of $1.9 billion, a decrease to long-term derivative 
instruments of $1.3 billion and an increase to accumulated deficit of $6W million. 

In June 2006, the FASB isshed FASB Interpretation No. 48, “/lccouniing for Uncertainfy in Income 
Ihres, an interpretation of FASB Statement No. 169” (“FIN 48”). FIN 48 clarifies the accounting for 
uncertainty in income taxes recogni7ed in a company’s financial statements, and prescribes a 
recognition threshold and measurement attribute for the financial statement recognition and 
measurement of a tax position taken o r  expected to be taken in a tax return. FIN 48 is effective for 
fiml years heginning after December 15, 2006. While the Company has not completed its e v w i o n  of 
the impact of FIN 48 on its financial statements, il believes that the application iif FIN 48 will result in 
the derecognition of certain tax liabilities currently reflected in the company’s consolidated balance 
sheet with a corresponding decrease to the Company’s accumulated deficit. The Company is unable to 
quantify the amount of these adjustments at this time. 

In September 2006, the FASB issued Slatement of Financial Accounting Standards No. 157, “Fair 
IWue .Mrururemcnu”(“Statement 157”). which defines fair value, cstablishes a framework for measuring 
fair value under GAAP and expands disclosures about fair value measurements. Statement 157 applies 
IO other accounting pronouncements that require or permit fair value measurements. The new guidance 
is effective for financial statements issued for fiscal years beginning after November 15, 2007, and for 
interiiii periods within thosr fiscal years. Liberty is currently evaluating the potential impact of the 
adoption of Statement 157 on its consolidated balance sheet, statements of operations and 
comprehensive earnings (loss), and statements of cash flows. 

In Fehruarj Z(x17. the FASB issued Statement of Financial Accounting Standards No. 159, “The 
F’ir Value Option for Fininunairrl A s w s  und Finuncial Liabilities. including an amendment of FASB 
Sratrmrnr No. I I S ”  (“Statement 159”). Statement 159 permits entities tu choose to measure many 
financial instruments. such as available-for-sale securities, and certain other items at fair value and to 
recogniLe the changes in fair value of such instruineiits in the entity’s statement of operations. 
Currently under Svatement i)i Financial Accounting Standards No. 115, entities are required to 
recognize chiinses in Pair \ i i~luc of ;tviiilahle-for-salc sccurities in the balance sheet in accumulated other 
comprehensive r;irninp. Statement 159 is effective as of the beginning of an  entity’s fiscal year that 
licgins after Novcrnher 15, 2lli17. Liberty is currently evaluating the potential impacts of Statement 159 
on its financial stiitcmcnts 
m y .  i~ will rhimcc t i i  ;apply ilic pmvisions of Statement 159. 

has not made a determination as to which of its financial instruments, if  
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(4) Supplementsl Disclosures to Consolidated Statements of Cash Flows 

Cash paid for acquisitions: 
Fair value ,J[ assets acquired. . . . . . . . . . . . . . . . .  
Net liabilitics n s u m r d  . . . . . . . . . . . . . . . . . .  
Deferred tax liabilitics . . . . . . . . . . . . . . . . . . . . .  
Minority intercst . . . . . . . . . . . . . . . . . . . . . . . . .  
Exchange of cost investment . . . . . . . . . . . . . . .  
Common stock issued . . . . . . . . . . . . . . . . . . . .  

Cash paid for acquisitions, net of cash acquired 

Cash paid for interest 

Cash paid for incoirie taxes . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . .  

. . . .  

$1,494 1 79 

(48) - - 
(227) - - 

(72) - 12 
(235) - - 

( 3 6 )  - - - ~ 

(5) Discontinued Operations 

Sal0 of Open" C u p  

In Octobfr 2006, lihrrty enterEd into an agreement with an unaffiliated third party to sell 
Liberty's controlling interest in OpenTV Corp. ("OPTV") for cash onsideration of $132 million. As 
part of an agreement with O m ,  Liberty would pay up to $20 million of the cash proceeds to OPTV 
on the first anniversary of the closing, subject to the satisfaction of certain conditions. The sale was 
consummated on January 16, 2oM. OI'I'V was atrribrited tn the Capital Group. 

Sab of Ascent Entertainment Group, h c .  

I n  Decemhcr 2006, Liberty cntercd into an axrecmclit with an unaffiliated third party to sell 
Liberty's 1(0% ownership interest in k c e n 1  Entertainment Group, Inc. ("AEG") lor $332 million in 
cash and 2.05 million shares of commoii stock of thc buyer valued at apprnximately $50 million. AEG's 
priinary <)prating suhsirliary IS On Command Corporation. Consummation of the transaction is subject 
to customary closing conditions, including regulatory approval, and is expected to  occur in mid-2007. 
Subsequent tn lhc closing, if consummated, Liberty would own approximately 9.9%) of the huyer's 
outstanding common stock. AEG was attrihutrd to the Capital Group. 

Spin Off oJ Discovery tlolding Company 

On July 2 1 ,  21N5 (the "DHC Spin Off Date"), Liberty complcted the spin off (the "DHC Spin 
Off") of DHC ti) its shareholders. Thc DIlC Spin Off was effected as a dividend by Liberty to holders 
of its Serics A and Series B common stock of shares of DHC Scries A and Series B common stock. 
respectively. Holders of Liberty common slock on July 15, 2M)S received 0.10 of a share of DHC 
Series A comnion stock for each share of Lihcrty Series A common stock owned and 0.10 of a share of 
DHC Series B common stock for each share of Liberty Series B common stock owned. The DHC; Spin 
Off did not involve the payment of any considerarion by the holders of Libcrty cnmmon stock and is 
intended to qualify as a tax-free transaction. At the time of the DNC Spin Off, DHC's assets were 
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corripiised 01 Liberty’s 100% ownership interest in Ascent Media Group, L1.C. Liberty’s 50% ownership 
inle.rcst i n  Discovery Commtinications, Inc. and $200 million in msh~ 

ownership, heneficial or othetwise, in rhe other. In connection with the DHC Spin Off, DHC and 
Liberty cntered into Certain agreements in order to govern certain of the ongoing relationships between 
1.ihcrty and DHC after the DHC Spin Off and to provide for an orderly transition. These agreements 
include a Reorganization Agreement, ii Facilities and Services Agreement, a Tax Sharing Agreement 
and a ShurtLIerm Credit Facility. 

Thc Df IC‘ Keorganizalion Agrecmcnt provides for, among other things, thc principal corporate 
trdnSactiOnS required tn cflect the DHC Spin Off and cross indemnities. Pursuant to the DHC Facilities 
and Sewices Agreement, Liherty provides DHC with office space and certain general and 
administrative services including legal, tax, accounting, treasuxy, engineering and investor relations 
support DHC reimhurses Liberty fnr direct, out-of-pocket expenses incurred by Liberty in providing 
these services and for DHC’s allucahle portion o f  facilities costs and u x t s  associated with any shared 
SCTVICCS or personnel. 

arid local and forcign income taxes owing with respect to consolidated returns which incliide both 
Liberty and DHC. DHC is responsible fnr all other taxes with respect to retnrns which include DHC, 
but do not include Liberty whcthcr accruing before, on or after the UHC Spin Off. The DHC Tax 
Sharing Agreement requires that DHC will not take, or fail lo take, any aclion where such action, or 
failure to act, would be inconsistent with or prohibit the DHC Spin Off from qualifying as a tax-free 
transaction. Moreover, DHC has indemnified Libcrty for any loss resulting from such action or failure 
to act, if  such action or failure to act precludes the DHC Spin Off From qualifying as a tax-free 
transaction 

Folkwing the DHC Spin Off, DHC and Liberty operate independently, and neither has any stock 

x Sharing Agreement, Liherty generally is responsible for U S  federal, state 

Spin Oflo/ Lib@ Medin Intemarional, Inc. 

On June 7, 2W (the “LMJ Spin Off Date”), Liberty cornpleled thc spin off (the “LMJ Spin Off”) 
of its wholly~owned subsidiary. Liherty Media International, Jnc.; to its shareholders. Substantially all of 
thc asscts and businesses uf LMI were attributed to Liberty’s former International Group segment. In 
conncclion with the LMI Spin Off, holders of Liberty common stock on June I, 2004 received 0.05 of a 
sharc of LMI Series A common stock for each share of Liberty Series A common stock o w e d  and 
0.05 of n share nf LMI Scrics B common stock for each share of Liberty Scries H common stock 
owned. The LMI Spin Off is intended to qualiFy ac a tax-free spin off. For accounting purposes, the 
LMI Spin Of[ is deemed to have occurred on June I.  2004. and no gain or loss was recognized by 
Liberty in  connection with thc LMI Spin Off due to the pro rata nature of the distribution. 

Following the LMI Spin Off, LMI and Liberty operalc independently. In connection with the LMI 
Spin 011, LMI and Liberty entered into certain agreements in order to govern certain of the ongoing 
relationships between Libcny and LMI after thc LMI Spin Off and to provide for an orderly transition. 
These agreements include a Reorganization Agreement and a Tax Sharing Agreement. 

transactions required to eSfeect the 1-MI Spin Off and cross indemnities. 

local and foreign income taxes owing with rcspect to consolidated returns which include both Liberty 

The LMJ Reorganization Agreement provided for, among other things, the principal corporate 

Under the LMl Tax Sharing Agrecment, Liherty generally is responsible for U S  fedrral, state and 
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and LMI. LMI is responsible lor all uther txxes with respca to returns which include LMI, but do ttot 
include lihcrty whcther accruing hef(irc, on or after the LMI Spin Off. The LMI Tax Sharing 
Agreement requires that LMI wil l  not take, or fail to take, any action wherr such action, or failure to 
act, wiiuld be inconsistent with or pruhihit the LMI Spin Off From qualifying as a tax-free transaction. 
Moreover. I.MI has indemnified Lihrrty for any loss  resulting from such action or failure to act, if such 
action o r  failure to act precludcs the LMI Spin Off from qualifying as a tax-free transaction. 

In the third quartcr o l  2tXf5, LiherN filed its 2004 tax return arid adjusted the amount of net 
irperating 10s and rapital loss carryhnvards allncated to  LMI. Such adjustment rcsulted in an increase 
to liherty's dekrrcd inconic tax liahilities and a reduction of additional paid-in capital of $28 million. 

I IMX Music 

During the fourth quartcr of 2004, the executive committee of the board of directors of Liberty 
approved a plan to dispose 11f Liberty's approximate %lo ownership interest in Maxide 
Acquisition, Inc (rlh!!a IIMX Music, "DMX'). On February 14, 2005, DMX commenced proceedings 
under Chapter I I of the United States Bankruptcy Code. DMX entered into an arrangement, subject 
to the approval hy the Bankruptcy Court, to sell substantially all of its operating assets to an 
independent thiid party On May 16, 2005, the Bankruptcy Court entered a written order approving the 
transaction, and the sale transaction was completcd. As a result of the DMX Bankruptcy tiling, Liberty 
deconsolidated DMX effectivc December 31. 2004. In connection with its decision to dispose of its 
ownership intcrcst, Liberty recognized a $23 million impairment loss to write down the carrying value 
of thc net assets nf DMX to thcir estimated fair value based upon the aforementioned arrangement to 
sell the asscts. Such loss has been included in loss from discontinued operations in the accompanying 
ConsUliddled financial statements for the year ended December 31, 2004. 

The consolidated financial statemcnts and accompanying notes of Liberty have been prepared 
renrcting OPTV. AEG, DHC, LMI and DMX as discontinued operations. Accordingly, the assets and 
liabilities, rcvenuc, costs and caprnres. and cash flows of these subsidiaries have been excluded from 
the rcspcctivc captions in the accompanying consolidated halance sheets, statements of operations, 
slatcments o S  conipreherisiw wrnings (loss) and statements of cash flows and have been reported 
separately ir? such amsolidatcd liiiancial statemcnts. 

Certain combined SLatcnicnt iii opcrations ininrmation for OPIV, AEG, DHC, LMI and DMX, 
which IS inciodrd in earnings (loss) iinm discontinued operations, is as follows: 

Yean rndd 
m e m b e r  31, 

aM6 too5 7.004 
(amamtr b nlllions) 

$335 704 ?,OM1 

.- 
~- __ - 

R e v e n u c . .  . . . . . . . . 
I m s  before income taxes and minority intercsts . . . . . . . . . , . . . . _ . . . . . .  $(30) (1) (159) 

liherty's tax basis in the common stock of each of OPTV and AEG as of December 31, 2006 
exceeds their respective carrying amounts reported for financial reporting purposes. As of 
December 31, ?lH)6.  Liberty has recognized a deferred tax asset of $236 million for this excess lay basis 
with an offsetting deicrred tax benefit, which is included in earnings from discontinued operations in 
the accompanying consdidated statement of operations. In 2004, Liberty recognized a similar deferred 
Vax benefit of $38 million related Io its tax basis in DMX and reported such benefit in its income tax 

, . . . . . . . ~ ~. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ~ 
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heneht for  continuing opzrations for the year ended December 31, 2W. Liberty has revised its 2004 
presentatioii to rcport the deferred tax benefit ior DMX as a component of loss from discontinued 
upcr;itions. 

( 6 )  lnvestrncnls in Available-for-Sale Securities and Other Cost Investments 

lnvcstmcnts i n  AFS sccuritich, which arc recorded at their respective fair market values, and other 
cost investments arc surnniarired its follows: 

December 31, 

(amounts in 
millions) 

__ 
2llo6 200s _ _ _ _  

Capital Group 
News Corporation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $11,158 8,171 
Time Warner Inc. (“Time Warnrr”)(l) . . . . . . .  3,128 2.985 
Sprint Nextel Corporation (“Sprint”)(Z) . . . . . . . . . . . . . . . . . .  . . . . . . .  1,651 2,162 
Motorola, Inc. (“Motorola”)(3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  l,S22 l,b72 

. . . . . . . . . . . . . . . . . . .  

Other AFS rtpify securitirs(4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  830 964 
Other AFS debt securities(5) . . . . . . . . . . . . . . . . . . . . . . .  135 312 

. . . . . . . . . . . . . . . . . . . . . . . . . .  34 79 Other cost investnietits and related ieceivables 

‘Total attributed Capital Group . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  19,058 16,405 

IACIInterActiveCorp (“IAC”) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,572 1,960 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 124 Other AFS securit ies. ,  

‘Totti1 attributed IlltcrdCtiVc t i ioup.  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,572 2,084 

Consolidated Libcrty . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  21,630 18,489 

$21.622 18,489 

_ _ _ _  
~~ 

lntcractive Group 

__ 
_ _ _ _  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Less short-term investmctits __- (8) < 
~~~~ ~ _ _ ~  ~ 

~~ ~~ ~~~~~~~ ~~ 

( I )  Includes $1YX million and $158 million (if shares pledged as collateral for share borrowing 
arrungcmcnts at Dccernbur 31, 2006 and 7005, rcspcctivcly. 

(2) lncludcs $170 million and $Y4 million of sharcs plcdgcd as collateral for share borrowing 
arrangements at Deccmher 3 I, 2006 and 2005, respcctively. 

(3) Includes $1,068 million and $1,173 million of shares plcdgcd as collateral for share borrowing 
arrangmments a t  Dcccnihcr 31,  2006 and 2005. respectively. 

(4) Iticlrtdes $46 millinn and $156 million of sharcs pledged its collateral for share borrowing 
:irrangements at Dccemher 31, 2006 and 2005, respectively. 

(5) At Deccmhx 31, 2OM. other AFS debt securities include $127 million of investments in third-party 
marketable dcbt sccurities held by Liberty parent and $8 million of such securities held by 
sutsidiaries of Liherty. At December 31, 2005, such investments aggregated $372 million and zero, 
I cspertively. 
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,Vms (‘orparatinn 

In December 200h, L.ihcily .,nnimncsd that i t  had entered into an exchange agreement with News 
Corporation pursuant to which. i f  completed. Liberty would exchange its approximate 16.2% ownership 
intcrcst in ?Jew C‘orporatiim l o r  :I wh\idi:iry <if New‘ Corporation, which would uwn News 
Corporation’s approxirnaic .X>‘: in ! i ic>t  111 I lic DirccTV Group. Inc., tlircc rcglonai sports television 
networks stid approximately $550 million in cash. Consummation of the exchange, which is subject to 
various closing conditions, including approval by News Corporation’s shareholders. regulatory approval 
and receipt o f  R favorable ruling from the IRS confirming that the exchange is tnx-free. is expected in 
mid 2Ml7. 

In Novemher 2004, Liberty entered into total return equity swaps with a financial institution with 
respcct t o  92 million shares of News Corporation voting stock (“NWS”). Pursuant to the terms of the 
swap. the financial institution acquired the 92 million shares of NWS for Liberty’s benefit for a 
weighted avcragc strike price of $17.48. In December 2004, Liberty elected to terminate the swaps. In 
connection with such termination. Liberty delivered 86.9 million shares of News Corporation non-voting 
stock ( “ N W S K ’ )  wilh a fair market value of $1,608 niillion in exchange for the 92 million shares of 
NWS with a fair market value of $1,749 million. Accordingly, 1.iberty recognized a pre-tax gain on the 
swap transaction of $141 million, which is included in realized and unrealized gains on financial 
instruments and a pre-tax gain on  the exchangc of NWSA for NWS of $710 millinn, which i s  included 
in gains on dihpositions. At December 31, 2006, Liberty has an approximate 16.2% cconomic interest 
and an ;ipproximatc 19.1% voting interest in News Corporation. 

IA ClInterAnivcCorp 

I:ffectivr August ’4, 2005, IAC completed the spin-off of its subsidiary, Expedia, Inc. (“Expedia”). 
Shareholders of IAC, including Liberty, received one share of Expedia for each share of IAC owned. 
Subsequent t u  thc spinvff of Expedia, Liberty owned approximately 20% of the outstanding Expedia 
common stock representing a 52% voting interest. However, under existing governance arrangements, 
the Chairman of Expedia is currently entitled to vote Liberty’s shares of Expedia, subject to certain 
limitations. A\ I.ihcrty has appointed two out of ten members of Expedia’s board of directors, it 
accounts for  this investment using the equity method of accounling. Liberty allocated its pre-spin off 
carrying vdluc in IAC betwezn IAC and Expedia based on the relative trading prices of IAC and 
Expcdia. Unrealized holding gains included in the carrying value allocated to Expedia were reversed as 
part of this allocation. 

At Decemhcr 31, 2006, Liberty owns approximately 24% of IAC common stuck representing an  
approximate 5 7 7  voting interest. However, under existing governance arrangements, the Chairman of 
IAC is currently entitled to vote Liberty’s shares, and due to the fact that Liberty has rights to appoint 
only two ol thirteen mcmbcrs lo the IAC board of directors, Liberty’s ability to exert significant 
influence Over IAC IS lirnitcd a1 this time. Accordingly, Liberty accounts for this invcstment as an AFS 
secunty 

Nonremporary Declines in Fair cblue of Investmenrs 

During the years end& December 31, 24M, UMS and 2004, Liherty determined that certain of its 
AFS securities (including News Corporation in 2005) and cost investments experienced nontemporaty 
declines in value. Thc primaly factors considered by Liberty in determining the timing of the 
recognition for the majority of these impairments was the length of time the invcstments traded below 
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Liberty's cmt bases m d  tliit lack of ncar-Itmi prospects for recovery in the stock prices. As a r ~ q u l t ,  
thc carrying amounts {if  such investments were adjusted to their respective fair values based primarily 
o n  qur,lcd [market prices at tht. halancc shcct datr. Thcsz adjustments are reflected as mantemporary 
deiliiiu> in  fair value of investments in the consolidated statements of operations. The amount of 
nontuiiporaiy dccline recognixd for L.iberty's News Corporation voting sharcs in 2005 was 
%.?iZ iiiiliion. 

Unrealized Holdings Gainr and I.osses. 

[Inrealized holding gains and losses related tu investments in A F S  securities are summarized 
t l C l i i P .  

~~~ 

ncrrmbcr 31, m Decmber 31,2005 ~- 
W'!? h M  Q"!? DPbl 

SPcYrItIey. securities sCNnt,e* searilier 
~ ~~ ~ - ~- 

lamounts in mUllonrl 
Grms unrcalizcd holding gains . . . . . . . . . . . . . . . . . .  $9,335 - 5.459 17 

- . . . . . . . . . . . . . . . .  Gross itiiiealizcd holding Iosscs (1) - (27) 
'The aggregate fair value of securities with unrealizcd holding losses at December 31, 2006 was 

56 millinn. None of these securities had unrealized Iosscs for more than 12 continuous months. 

(7) Financial Instruments 

The ~ 0 l t l p d n ~ ' S  financial iilstrunieiils arc summaiized as follows: 

&sets 
Equity collars . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Pui sprcad collars . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Othcr . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Le: ... w r r c n t  portion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Borrowed shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Exchnngcahle dchcnture call option ohligations . . . . . . . . . . . .  
Put options . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Fquity collars . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Othrr . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

1 . ~ ~ 5  current portion 

December 31, 

zw6 ZW5 
(amounts i. 

millions) 

$1,218 1,568 
- 133 

361 83 
1,579 1,784 
(239) (661) 

__ 

__ -~ 

_ _  
n 3 4 n  I,IZ .~ .- - __ 

$1,482 1,581 
1.280 927 
- 342 

416 160 
12 16 

3,190 3,026 
(1,484) (1,939) 
$1,706 1,087 

~~ 

__ ~- -- 
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Equity Collars a d  Put Options 

The Company has entered into equity collars, written put and call options and other financial 
instruments to manage market risk associated with its investments in certain marketable securities. 
These instruments are rewrdcd at fair valuc hased on option pricing models. Equity collars provide the 
Company with a put option that gives thc Company lhe right to require the counterparty to purchase a 
specified numbcr of shares of thc underlying security at a specilied price a t  a specified date in the 
future. Equity collars also provide the counterparty with a call nptinn that gives the counterparty the 
right to purchase the same securities at a specified price st a specified date in the future. n l e  put 
option and thc call option generally have equal fair values at the time of origination resulting in no 
cash receipts or payments. 

Borrowed Shares 

From time 10 time and in connection with certain of its derivative instruments, Liberty borrows 
shares of the underlying securiliea from a counterparty and delivers these borrowed shares in 
settlement of maturing derivative positions. In these transactions, a similar number of shares that are 
owned by Liherty have been posted as collateral with the cwntzrpalty. These share borrowing 
arrangements can be terminated at any time at Liberty's option by delivering shares to the 
counterparty. l h e  countcrparty can tcrminale these arrangements at any time. The liability under these 
share Immwing arrangcments is marked to markct each reporting period with changes in value 
recorded in unrealized gains or losses in the consolidated statement of operations. The shares posted as 
collateral under these arrangemcnts continue to be treated as AFS securities and are marked to market 
each reporting period with changes i n  value recorded as unrealized gains or Iosscs U i  other 
comprehensive earnings. 

fichangeabk Lkbenhzre Call Optinn ObIigationr 

Libert) has issued senior exchangeable dcbentures which are exchangeable for the value of a 
specified number of shares of Sprint and Emharq Corporation common stock, Motorola common stock, 
Viacom Class B and CBS Corporation C1as.i B common stock o r  Time Warner common stock, as 
applicable. (See note 9 lor a more complete dcscriptiun of the exchangeable debentures.) 

from the long-term debt portion in Liberty's consolidated balance sheets at fair value. Changes in the 
fair valuc of the call uption iihlig;itions arc recugntzcd as unrealized gains (losses) on derivative 
instruments in 1,ihxly's consolidated itatcments of oprrations. 

Undei Statrincnt 133. the call uption feature of the exchangeable debentures is reported separately 
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Realized and Unrealized (;aim (Losses) on Financial Imtmments 

Kealized and unrealized gains (losses) on financial instruments are comprised of changes in the 
liiir ,.'iilue of the following: 

Years ended Dacmber 31, -~ - 
zw6 zw5 2004 

(amounrs in millions1 
_- ~ 

Exh~tr~gca l~ le  dchcnlure call option obligations . . . . . . . . . . . . .  . . . . . . .  $(353) 172 (129) 

Put options . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - (66)  

FiIuit) collars . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . , . , . (59) 311 (941) 
B ~ r u w i . d  shares . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (32) (205) (227) 

2 
165 45 11 Orhw derivative5 . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  

~ __ ~ 

$(279) 257 (1,284) 
= = _ _  

(8) Investments in ARXiates Amounted fur Using the Equity Method 

l..itrcrt) has various investments accounted for using the equity method. The following tablc 
includes Liberty's carrying amount and percentage ownership of the more significant investments in 
iilfiliatrs a1 Dercmher 31, 2M16 and the carrying amount at December 31, 2005: 

F.xpeiii;i . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
GSN . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cinirt ' I  V . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
o l l l c r  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

De-ber 31, 
zw5 

1rnOU.l 

__ 
Canying 

"i1liW.S) 
1,213 

255 
291 
143 - 

Erpediu 

I,\<- completed tlie spin off of Expedia on  August 9. 2005. Accordingly, thc Company recorded its 
s h t c  of earnings of Expedia lor the five months ended December 31, 2005. 'The fair value of the 
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LIBERW MEDIA CORPORATION AND SUBSIDLARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 
Decemher 31, 2006, 2005 and 2004 

('ornpany's investment in Expedia was $1,452 millinn and $1,659 million at December 31, 2w6 and 
2005, respectively. Summarized unaudited financial information for Expdia is as follows: 

Consiilidsted Balance Sheets 

Current assets . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Property and equipmcnt . . . . . . . . . . . . . . . . . . . . .  
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Intangihlc assets. . . . . . . . . . . . . . . . . . . . . . . . . . .  
Othcr assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Tbtal asset\. . . . . . . . . . .  

Current liabilities . . . . . . . . . . . . . . . . . . . . . . . .  
Defcrrcd inc.ome taxes . . . . . . . . . . . . . . . . . . . . .  
Othcr liabilities . . .  . . . . . . . . . . .  
Minority intercst . . 
Stockholder;' equity . . . . . . . . . . . . . . . . . . . . . . . .  

liital liabilities and equity . 

Consolidaled Statements of Operations 

Rcvenuc . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cost of revcnue . . . . . . . . . . . . . . . . . . . . .  

Gross profil . . . . . . . . . . . . . . . . . . . .  
Selling, gsneral and administrative expenses 
Amortization . . . . . . . . . . . . . . . . . . . .  

Operating income . . . . . . . . . . . . . . . . . .  
Interest income . . . . . . . . . . . . . . . . . . . .  
Other income (expense) . . . . . . . . . . . . . . .  
Income tax expense. . . . . . . . . . . . . . . . . . .  

Net carnings . . . . . . . . . . . . . . . . . . . . . .  

. .  

Dmember 31, 

2006 - 2005 
(snnouats i" 

rnillionr) 

. . . . . . . . . . . . . . . . . . . . . . .  $l,lX3 590 
. . . . . . . . . . .  137 91 

. . . . . . . . . . . . . . . . . . . . . . .  5,861 5,860 

. . . . . . . . . . . . . . . . . . . . . . .  1.029 1.177 

. . . . . . . . . . . . . . . . . . . . . . .  SY 39 

. . . . . . . . . . . . . . . . . . . . . . .  $8,269 7,751 

. . . . . . . . . . . . . .  $1,400 1,438 
. . . . . . . . . . . . . . . . . . . . . . .  369 369 
. . . . . . . . . . . . . . . . . . . . . .  534 144 
. . . . . . . . . . . . . . . . . . . . . . .  62 72 
. . . . .  . . . . . . . . . . . .  5,904 5,734 
. . . . . . . . . . . . . . . . . . . . . . .  $8.269 7,757 

. . . . . . .  

__ - 
_ _ _  _ _ _  

-_ - 

__ ~~ _ _ ~  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $2,238 
(503) 

. . . . . . . . . . . . . . . . . . . . . . . . . . .  1,735 
. . . . . . . . . . . . . . . . . . . . . . . . . . .  (1,273) 

~~ (111) 
. . . . . . . . . . . . . . .  35 1 

. . . . . . . . . . . . . . . . . .  . . . . . . . .  32 

. . . . . . . . . . . . . . .  . . . . . . . . .  1 

. . . . . . . . . . . . . .  . . . . . . . . . . . .  ( 13')) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 24.5 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  

- -~ 

- ~. 

F-63 

2,119 

1.639 
(480) 

(1,116) G) 
397 



LIBERTY MEDIA CORPORATION AND SUBSIDIARIES 
NOTES TO CONS0LII)ATED FINANCIAL STATEMENTS (Continued) 

December 31, 2006, 21W5 and 2004 

i Y )  I.ong-'lerm Debt 

l k b t  is summarized as follows: 

Capital G r o u p  
Senior cxrhangaahle debentures 

4% Scnior Erchangcahlc Debentures due 2029 
.3.75%' Senior Exchangeable Debentures due 7.030 
3.S% Senior Exchangeable Debentures due 2031 
3.25% Senior Exchangeable Debentures due 2031 
0.75% Senior Exchangeahle Debentures due 2023 

Total attributed Capital Group . . . .  . . . .  

. . . . . .  
. . . . . . . . . . . . .  

. . . . . . . . . . . . . .  
. . . . . . . . . . . . .  
. . . . . . . . . . .  

Suld ia ry  debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

lnteractivc Group 
Senior notes and dehcnturcs 

3 5 %  Si~nior Notes due 2 O o h .  . . . . . . . . . . . . . . . . . . . . . . . . . .  
Flotating Rate Senior Notes due 2006 . . . . . . . . . . . . . . . . . . . . . .  
7.875% Senior Notes due 2009 . . . . . . . . . . . . . . . . . . . . . . . . . . .  
7.7S% Senior Notes due 200Y . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
5.7% Senior Notes due 2013 . . . . . . . . . . . .  
X.5% Senior Debentures due 2029. . . . . . . . . . . . . . . . . . . . . . . . .  
X . X %  Sciiiiir Deknturcs  due 20311 . . . . . . . . . . . . . . . . . . . . . . . .  

QW' hank credit facilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Othcr subsidiary debt. . . . . . . .  . . . .  

Tt~Ial ;ittributed lnteractivc Group . . . . . . . . . . . . . . . . . . . . . . . . .  
'li,tnl conxilidatrd Lihertv . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

L.crs c~i r icn t  imiit~rities . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . .  

Timi Ihg-icrrri drbt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Seniur Note,s and Debenfures 

$ HhY 254 251 
XI0 234 231 
600 23X 235 
551 119 117 

1,750 1,637 1,552 
158 158 37 

4,738 2,640 2,423 
-~ ~ 

~ _ _  

- 121 
- 1,247 

670 661 666 
231 234 235 
x02 800 800 
5iK1 495 495 
902 x95 895 

3,225 3,225 800 
67 67 67 

6,ilX) 6,383 5,326 
$11,178 9,023 7,749 

(114) (1,379) 
$8,%W 6,370 

-. 
- 

~~~~ __ 
___ . .- 

~~ 

__ 
~~~ 

Inlcrcst on ltic Senior Notes and Senior Debentures is payable srrni-annually based on the date of 

Thc Scnioi Notes and Scnioi Deheirtures are stated ne1 of an aggregate unamortized discount of 

iswancc. 

$17 million at each of December 31, 2 0 6  and 2005. Such discount is being amortized to interest 
cxpense in the accompanying consolidated statements of operations. 

Senior rlchangeablr Debenhues 

Each $1,000 debenture of Liberty's 4% Senior Exchangeable Debentures is exchangeable at the 
holdcr's option for the value of 11.4743 shares of Sprint common stock and ,5737 shares of Embarq 
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I k e m h e r  31, 2006, 2005 and 2084 

C’orporatiuri (“tmh;try“). which Sprint spun off to its shsrchnldcrs in May 2006. Liberty may, at it$ 
election, pay the exchange value in cash, Sprint and Embarq common stock or a combination thereof. 
Liberty, at its option, may redeem !he debentures, in whole o r  in part, lor cash generally q u a l  to the 
face amount 01 the debentures plus accrued interest. 

Iiolder’s option (01 the valuc of R.3882 shares of Sprint comnion stock and ,4194 shares of Embarq 
winmiin stock. Libcrty may, at its eltctioii, pay the exchange value in cash, Sprint and Ernbdrq 
common stock o r  ii combination thereof. Liberty, at its option, may redeem the debentures in whole or 
in  pari, f o r  cash equal I n  the face amount of the debentures plus accrued interest. 

Each $ l , ~ ~ O  debenture of Liberty’s 3.5% Senior Exchangeable Debentures (the “Motorola 
Exchangeables”) is exchangeable at the holder’s option for the value of 3b.618Y shares of Motorola 
common stock and, prior to the cash distribution described below, 4.0654 shares of Freescale 
Scmiconductor, Ine (“Freescale”), which Motnmla spun off lo its shareholders in December 2004. 
Such exchange value is payable, at Liberty’s option, in a s h ,  Motorola stock or a combination thereof, 
L.iberty, at i t .  nptiun. may redeem the  debentures, in whole or in part, for cash generally equal to the 
adjustcd principal amount ol the debentures plus accrued interest. As a result of the cash distribution 
described below, the adjusted principal amount of each $1,000 debenture is $837.38. Effective 
Uecemher I, 2006, a consortium of privatc cquity firms purchased all of the common stock of 
Frcescale, including the Freexale comnion stock owned by Liber t .  Pursuant to t h e  terms of the 
indenture uivcring the Motorola Exchangedbles, Liberty announccd that it would make a cash 
distribution of $162.62 per $1,wO bond to holders of such bonds. Such distribution was made in 
January 20117, and Liberty reduced its outslanding debt by $97.6 million. 

holder’s option for the value of 9.2R33 sharcs of Viacom Class B common stock and 9.2633 shares of 
CRS Corporation (“CRS”) Class R commnn stock, which Viacom spun off tn its shareholders in 
December 2005 Such exchange value is payable at Liberty’s option in cash, Viamm and CRS stock or 
a comhination thereof. Liberty, at its option, may redeem the debentures, in whole or in part, for cash 
equal lo thc t x c  anic)unt of the debcntures plus accrued interesl. 

I h c h  Sl,o(lO dehenturc ot Liberty’s 0.7510 Senior Exchangeable Debentures is exchangeable at the 
holder’s option for the value of 17.4079 shares of Time Warner common stock. Liberty may, at its 
election, pay tlir exchange value in cash, Time Waliler common stock, shares of Liberty common stock 
ox II a m ~ b i n a t i o u  tlirreof. OII 01 after April 5 ,  2008, Liberty, at i t s  option, may redeem the debenturrb, 
ill whole or iii psrl ,  for shares of Time Warner commun stock, cash or any combination thereof equal 
to the facc :*mount of thc debentures plu? accrued interest. On March 30, 2008, March 30, 2013 or 
March 30, 2018. each holder may cause Liberty to purchase its exchangeable debentures, and Liberty, 
at its rleclion, may pay the purchase price in shares of Time Warner common stock, cash, Liberty 
ciininim stock, ur any combination thereof. 

Intcrest on the Company’s exchangeable debentures is payable semi-annually based on the date of 
issuance. At maturity, all of the Company’s exchangeable debentures are payable in cash. 

In accordance with Statement 133, the call option feature of the exchangeable debentures is 
reported at fair value and separately from the long-term debt in the consolidated balance sheet. The 
reported amount of the long-term debt portion of the exchangeahle debentures is wlculated as the 
differencc hctwcen the face amount of the debentures and the lair value of the call option feature on 

Eich $I ,000 debcnture of Liberty’s 3.7570 Scniur Exchazigeablc Debwtures is exchangeable at the 

Each $1.000 debenture of Liberty’s 3.2S% Senior Exchangeable Debentures is exchangeable at the 
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the date 11f issuance. 'The long-term debt is accreted to its face amount over the expected term of the 
debenture using the effective interest method. Accordingly, a t  December 31, 2006, the difference 
between the principal amount and the carrying value of the long-term debt portion is the unamortized 
fair value of the call option feature that was recorded at the date of issuance of the respective 
debentures. Accretion related to the Company's exchangcahle debentures aggregated S95 million, 
SR9 million and $83 million during the years ended December 31, 2006, 2005 and 2004, respectively, 
and is included in interest expense in the accompanying mmolidated statements of operations. 

QVC Ronk Credil Foeilirier 

Effective May 20, 2005, QVC entered into an unsecured $2 hillion bank credit facility. In 
March 2006, such facility was refinanced with a new unsccured $3.5 billion bank credit facility, which 
was subsequently amended on Ocroher 4, 2006 (the "March 2M Credit Agreement"). The March 2006 
Credit Agreement is comprised of an $XM) million U.S. dollar term loan that was dmwn at closing, an 
$800 million US. dollar term loan that was drawn on Scptember 18, 200h, a $600 million multi- 
currency term loan that was drawn in U.S. dollars on September 18, 2006. a $650 million US. dollar 
revolving loan and a $650 million multi-currency revolving loan. The foregoing multi-currency loans can 
be made, at QVC's option, in U.S. dollars, Japanese yen, U.K pound sterling or euros. All loans are 
due and payable on March 3, 201 I ,  and ~ C C N C  interest a t  a rate equal to (i) LIBOR for the interest 
period selected by QVC plus a margin that varies based on QVC's leverage ratio or (ii) the higher of 
tlic Federal Funds Rate p l u  0.50% or thr  primc rate announced by JP Morgan Chase Bank, N.A. from 
time til time. The weighted aveiage interest rate for all borrowings under the March 2006 Credit 
Agreement at Decemher 11, 2006 was 6.1 1%. QVC is required In pay a mmmitment fee quarterly in 
arrcats o i i  the u i i i ~ ~ c l  portion o f  the cciininitmeiits. 

On October 4, 2006, QVC eiitered into a new credit agreement (the "October 2W6 Credit 
Agreement"), which provides for an additional unsccured $1.75 billion credit facility, consisting of an 
$xoO million initial lerm loan made on October 13, 2006 and S950 million of delayed draw term loans 
to be made from time to time upon the request of QVC. The delayed draw term loans are available 
until September 30, 2007 and are subject to reductions in the principal amount available starting on 
March 31, 2007. The loans hear interest at a rate equal to (i) LIBOR for the interest period selected 
by QVC plus a margin that varies based on QVC's leverage ratio or (ii) the higher of the Federal 
Funds Rate plus 0.50% or the prime rate announced by Wachovia Bank, N.A. from time to time. The 
weighted average interest rate for all horrowings under the October 2006 Credit Agreement at 
December 31, 2lM6 was 6.10% OVC is required to pay a commitment fee quarterly in arrears on the 
unused portion uf the commitments. The loans arc scheduled to mature on Octoher 4, 2011. 

covenants, which require among other things, the maintenance of =Rain financial ratios and include 
limitations on indehtedness. liens. encumbrances, dispositions, guarantees and dividends. QVC was in 
compliance with its dcbt covenants at December 31, 2006. QVC's ability to borrow the unused portion 
of its credit agreements is dependent on its continuing compliance with such covenanls both before and 
aher giving effect to such addilional borrnwing. 

The March 2006 Credit Agreement and the October 2006 Credit Agreement contain restrictive 
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QVC lnlerest Rnfe Swap Arrangements 

During 2006, QVC entered into seven separate interest rate swap arrangements with an aggregate 
notional amouiit of $1,400 million to manage the cash flow risk associated with interest payments on its 
variable rate debt. The swap arrangements provide for QVC to make fixed payments at a rate of 
3 9575% and Io iecciw bariahle payments at 3 inonth LSROR. QVC also entered into thrce separate 
interest rate swap arrangcments with an aggregate notional amount of $800 million. These swap 
xrangements provide for QVC to make fixed paymenis at a rate of 5.2928% and to receive variable 
payments at 3 month LIBOR. All of the swap arrangements expire in March 2011 contemporaneously 
with the maturity of the March 2006 Credit Agreement. Liberty accounts for thc swap arrangements as 
cash now hedges with the efIective portions of changes in the fair value reflected in other 
comprehensive earnings in the accompanying consolidated balance sheet. 

other Subsidiwy Debf 

Other subsidiary debt at December 31, 2(Ml6 is comprised of capitalized satellite transponder lease 
obligations and Star2 Media bank debt. 

Five Year Mururities 

Tlic U S  dollar cquivalent of the annual principal maturities of Liberty's dcbt for each of the next 
fivc years is as follows (amounts zn millions): 

2007 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 114 
2008 . . . . . . . . .  $1,768 
2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 969 
2010 . . . . . . . . . . . . .  . . . . . . . . . . . . . .  $ 69 
201 I . . . . . . . . . . . . . .  $3,240 

. . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . .  

Fair Value of Uebf 

Liberty estimates thc fair value of its debt based on the quoted market prices for the same or 
similar issues or on the current rate offered to I.ihcrty for debt of the same remaining maturiiies. The 
fair value o f  Liberiy's publicly traded debt is as follows: 

DecenlYr -~ 31, 

zw6 2005 

(amoonls in 
millions) 

_ _ _  

Fixed ratc senior notes. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . .  $1,678 1,838 
Senior debentures . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,422 1,347 

Liberty believes that the carrying amount of its subsidiary dcbt, which is primarily variable rate 

Scninr cxch;mgcable debentures, including call option obligation. . . .  . . .  $4,361 3,858 

deht, approximated fair value at December 31, 2006. 
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(10) Income Taxes 

Income tax hentfit (expense) consists of: 

Years m d d  
Den* 31, 

2006 toas zoo4 
(smunls in milliau) 

~ ~~~~ ___ 
Current: 

Federal . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $(513) (100) (178) 
State and local . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (92) (75) (61) 

. . . . . . . . . . . . . . . . . . . . . . . . . .  Foreign . . . . . . . . . . .  (112) (88) (114) 
(717) (263) (353) 

Deferred: 
362 219 123 Federal 

State and local . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  99 172 63 

6 5  389 194 

~ .- - 

~ __ - 

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . .  . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Foreign 4 .- (2) 8 

. . . .  . . . .  $ ( t 5 2 )  126 (159) 
_ _ ~  

. . . . . . . . . . . . . .  - .. - .- - liimnre tax benefit (expense) - ~- - 

Iricomc tan henefit (expense) differs from the amounts computed hy applying the US. federal 
income tax rate of 35% as a result of the following: 

Yean ended 
Deoraher 31, 

z(HM 2005 zow 
(nmalmls io rilliomr) 
- - 

Computed expected tax benefit (expense) . . . . . . . . . . . . . . . . . . . . . . . . .  $(336) 59 (92) 
Change in estimated foreign and state tax rates . . .  . . . .  130 147 2 
State and hSdl inwme taxes, net of federal income laxcs (3) 7 (4) 

Change in valuation allowance affecting tax expense 76 (40) (3) 
Impairment of goodwill not deductible for tax purposes. . . . . . . . . . . . . . . . . . . .  (39) - - 
Disposition of nondcductihlc goodwill in sales lransa . . . . . . . . . . . . . . . . . .  (43) - - 
Minority interest ('0) (10) ( 6 )  
Dividcnds received deduction . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  12 12 - 
Disqualifying disposition of incentive stuck options not deductible for book 

purposes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  14 - - 
Othcr. nrt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (2) @) (9) 
Income tax benefit (expense) . . . . . . . . . . . . . . . . . . . . .  . . . .  S(252) 126 (159) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Foreign taxes, net of foreign tax credits (20) (31) (47) 
. . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . .  

~ 

_ - -  _ - -  
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LIBERTY MEDIA CORPORATION AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STAlEMENTS (Continued) 

December 31, 2006, 2005 and 2004 

The tax effects of temporary differences that give rise to significant portions of the deferred 
iiiconie tax asscts and deferied income tax liah es are presented helow: 

Drrrrnbcr 31, 

2006 m 
(nmounlr in 

millions) 

~ _ _ _  __ - 
Deferred lay assets: 

Net operating and capital loss carrytorwards. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 470 513 

Other future deductible amounls . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  485 399 
Accrued stock compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  79 90 

Ikferrcd lax a s x t ~  . . . . . . . . . . .  1,034 1,002 
__ -- 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Valuation allowance. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (93) (155) 

. . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . .  . . . .  941 847 Net deferred tax assel? 

Investrncnts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  6,885 6,048 
lntangihle assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,362 2,523 
Discnunt on exchangeable dehcnturcs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  981 1,006 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  369 89 

Ikfened  tax liahilitics . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10,597 9,666 

Set deferred Lax liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $9,656 8,819 

r h e  Company’s defe.rred tiix assets and liabilities arc reported in the accompanying consolidated 

__ - 
__ ___ 

Deferred tax liabilities: 

__ - 
- 

=- = 

balance sheets a s  follows: 

Ilreanbrr 31. 

2806 2W5 
(rmomnts i .  

mlllioor) 

. ~~ 

-- - 

Current deferred tax . . . . . . .  . . . . . . . . . . . . . . .  $ (1%) (46) 
Current defcrred tax liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 169 
Long-term deferred tax liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9,784 8,696 
Net deferred tax liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  69,656 R.819 

__ -- 
_- - 

The Company’s valuation allowance decrcased $76 million in 2M16 related 10 the recognition of a 

At December 31, 2006, Liberty had net operating and capital loss carryforwards for income Lax 

tdX  henefit and iocreased $14 million dur lo acquisitions. 

purposes aggregating appruximaltly SHY3 million which, if not utilized to reduce taxable income in 
Iutule psi~iods, will expire as lollows: 2009: $351 million; 2011: $169 million and beyond 2011: 
$373 million. Of the foregoing net operating and capital loss carryforward amount, approximately 
$288 million is subject to certain limitations and may not he currently utilized. ?he remaining 
$605 million is currently availahle lo he utilized to offset future taxable income of Liberty’s 
c.irnsolidated tar group. 
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LIBERTY MEDIA CORPORATION AND SUBSIDIARIES 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued) 

December 31, 2006, 2005 and 2004 

Since the date Liberty issurd its exchaiigeable debentures, i t  has claimed interest deductions on 
such exchangeable debentures for federal income tax purposes based on thc “comparable yield” at 
\rhich it could have issued a fixed-rate deknture with similar terms and conditions. In ail instances, 
th is  pdicy has rcsulted in liberty claiming interest deductions significantly in excess of the cash interest 
CUI rently paid o n  its exchangeable debentures. In this regard, Liberty has dcducted $2,218 million in 
cumulative inlcrest expense assuciated will, the exchangeable dehentures since the Company’s 2001 split 
olf from AI&T Corp. (“AT&T”). Of that amount, 9629 nrillion represznts cash interest payments. 
Inlerest deductcd in prior years on its exchangeable debrntures has contributed to net operating losses 
(“NOIS”) that may be carried to offset taxable income in 2006 and later years. These NOLr and 
current interest deduction5 on its ewhangeahle debentures are being used to offset taxable income 
currently being seneraled. 

deductihility of interest expense claimed on exchangeable debentures issued by other companies. The 
‘TAMS conclude that such interest expense must he capitalized as hasis to the shares referenced in the 
exchangeable debentures. t f  the IRS were to similarly challenge Liberty’s tax treatment of these interest 
deductions. and ultimately win such challenge, there would he no impact to Liberty’s reported total tax 
expcnsc a s  the resulting increase in current tax expense would he offset by a decrease in its deferred 
tax expense. However, Libel~ly would be rcquircd to make current federal income tax payments and 
may be required to make interest payment5 to the IRS. These payments could prove to he significant. 

(11) Storkholdem’ Equity 

The IKS has issued Technical Advice Memorandums (“TAMS”) challenging the current 

Pwferred Stock 

Liberty’s preferred stock is issuable, from time to time, with such designations, preferences and 
relative participating, optional os other rights, qualifications, limitations 01 restrictions thereof, as shall 
he stated and expressed in a resolution or resolutions providing for the issue of such preferred stock 
adopted by 1.iberty.s Board of Directors. As of December 31, 2006, no shares of preferred stock were 
issued. 

Common Sfock 

Liberty’s Capital Series A common stock and Interactive Series A common stock each has one 
votc per share, and its Capital Series B common stock and Interactive Series B common stock each has 
ten votes pcr share. Each share of the Series B uimmo~i stuck is cxchangeablc at thc option of the 
holder for one share of Series A cvmrnon stock oi  the same group. 

As of December 31, 2006, there were 2.3 million and 1.S million shares of Liberty Capital Series A 
conimor. stock and Series B comnion stuck, respectively, resewed for issuance under exercise privileges 
of outstanding stock options. 

As of December 11, ZWh, there were 21.5 million and 7.5 million shares of Liberty Interactive 
Series A common stock and Series B common stock, respectively, rcscrred for issuance under exercise 
priviicges uf nutstanding stock options. 

In addition to the Lberty Capital Series A and Series B common stock and the Liherty Interactive 
Series A and Series B common stock, there are 300 million and 1,500 million shares of Liberty Capital 
Series C and Liherty Interactive Series C common stock, respectively, authorized for issuance. As of 
Deceni\rr 31, 2006, no shares of either Series C common stack wcre issued or outstanding. 
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